This paper mainly examines the performance, challenges and prospects of real estate financing in Addis Ababa with a micro and macro outlook. It employs descriptive analysis and affordability analysis and forwards the followings findings: In the first place, homelessness is a big problem in urban areas; it has been estimated that 57 percent of the residents in Addis Ababa are able to access housing service by rent while 36 percent of them has their own houses. In general, 80% of the residents in Addis Ababa are homeless or reside in substandard housing. Since the onset of market oriented economy, real estate development has been encouraging as the private and foreign investors involved along with the government investment in the sector. However, there are daunting challenges in connection with financing. In particular, the problems of land management, low construction capacity, inadequate infrastructure, poor borrowing capacity, prices escalation, low affordability are worth mentioning. These highly marginalized the poor from accessing to housing service in spite of the current aggressive move of the government. These moves also contributed for the existence of macroeconomic instability, leading to higher inflation rate and dwindling foreign currency reserve position along with other causative factors. Hence, the government has to lay dawn a fertile ground and enabling real estate policy by intersecting the interests of private and financial sectors in wise way, keeping away the aggregate economy from unprecedented disturbance due to extensive investment and over building as compared to the size of the economy.
Introduction
The majority houses in Ethiopia are built of mud or mortar and have thatched or tin roofs and 89% of the population is living in substandard housing. Since the onset of market oriented policy in 1992, the government expenditure on construction accounts for 8.7 percent of the total economic service outlays in the period 1992-2004, relatively higher than the average record, 5 percent, in the socialist regime.
The Commercial Bank of Ethiopia in particular also became the major financer of real estate investment for the poor.
However, many argue and fear that the ongoing real estate financing development can cause financial sector crisis due to the absence of good collateral, and instability of income, and lack of credit information. Long maturity of bank loans may also lead to risk of default. Much of the risks are also Zerayehu Sime Eshete and Kagnew Wolde Teshome: Performance, Challenges and Prospects of Real Estate Financing in Addis Ababa: Micro-and Macro Economic Implications emanated from the characteristics of land and real estate as well as the level of development of the economy. Real estate developers and lenders would expose to have various risks when the government unexpectedly changes land-use regulations, property right policies, and city standards. These problems can be aggravated as there is no clear market price and mismanagement real estate development, possibly lead to finance turmoil with ripple effect in the economy. This also affects borrowers' affordability, the banks' profitability, the macroeconomic stability and borrowers' effective demand. As a result of the constriction lags, it distorts the feasibility study which the lending institutions undertaken to grant loans, and entails additional cost escalation through time
The problems associated with real estate financing have been incessantly increasing through time while even the government put its endeavour to reduce the problems. Hence, the objective of this paper is to examine the performance, challenges and prospects of real estate financing at microand macro level using descriptive techniques of analysis.
Real Estate Development Practices in Ethiopia
The Socialist government (1975) (1976) (1977) (1978) (1979) (1980) (1981) (1982) (1983) (1984) (1985) (1986) (1987) (1988) (1989) (1990) (1991) had directly involved in the supply of real estates and set cooperatives housing delivery system. The government used to provide land, building materials, and housing finance on a subsidized manner. And, it issued real estate proclamation number 47/1974, by which the government nationalized all urban lands and extra houses, hence the role of the private sector in real estate development was limited, but the public sector was gloomy.
After the overthrown of the socialist regime in 1991, the current government has introduced a more of market oriented approach that rehabilitates the private sector's role in real estate development. A series of policies were also enacted on a gradual basis in which it removed subsidies on housing materials and setting interest rate on housing loans at market rate, the government has thus drawn the urban and leases holding proclamation in 1993, which clearly delineate holding permit provision; with a maximum duration of 99 years and a minimum of 50 years. In 2002, the government issued a new proclamation (proclamation No. 272/02) that repealed the former and introduced new articles that were not incorporated before.
Due to natural increase or migration effect and other factors, housing problem has become one of the areas that call for the attention of the government. This being the case, the government has recently put particular focus on urbanization and housing development for urban dwellers. Building condominium houses at reasonable cost for low and medium income earners is a case in point. The industrial policy of the country also boosts the construction industry, creating employment opportunities and banking business.
The recent aggressive move towards public and private housing investment and a revision of governing rules could have multi-dimensional impacts on the economy, to mention few: Opening the market for foreign investors (like Chinese) and private investors, particularly the Diaspora; Capacitating the construction abilities of institutions through training, establishing advisory bodies and revising the minimum requirement of contractors; and commercial banks have also various credit strategies granting a long term loans for real estate developers and banks have a mandate to foreclose without court's interference if loans default. Land provision procedures and the lease tenure system are not enabling investors to implement their projects easily. Lack consistency and systematic approaches also aggravates the problems associated with the absence of sufficient land provision at demand. Even after its provision, land is also excluded from collateral valuation, simply because it is state owned. Providing land for imprudent applicants also causes considerable problems, leading for having a large number of developers tried to get a license even when they do not have enough capital. As a result, buildings under construction are always taking too long period till they are being inhabitable and characterized by protracted problem of poor capacity and extended legal framework and procedures. The construction capacity of the country is limited to meet the required level of demand due to various reasons. The existing contractors are few in number and mostly lacks the required expertise and quality, and are not well organized and equipped with the necessary construction instruments; and supply of construction materials, like cements and metals are limited below the required level, entailing more foreign currency to import hence exacerbating the deterioration of the country's foreign currency reserve position. On top of the existence of inadequate infrastructure, the demanders of the houses have poor borrowing capacity. As a result of lower per capita income and their earning capability, many of the potential customers are not able to obtain the required level of loans for real estate development. Accordingly, low and middle level income earners, particularly those of government employees, have been wiped out from the loan market. Regarding the demand side, the population of the country is estimated to be 73 million in 2007, 64 million are living in rural areas, and Addis Ababa accounts for 2.7 million. In absolute terms, the total population of Addis Ababa increased from about 2.08 million in 1994 to 2.7 million in 2007, claiming comparable number of houses. The population growth rate and dependency ratio were 2.7% and 84.3, respectively, at national level. Mainly, dependency level as a major source of urban migration and the higher growth rate of household than the population growth rate are pushing the demand for houses to increase. According to the 1999/00 Household income, Consumption and Expenditure survey in the urban Ethiopia, 87.8% of the total population spends between 2000 and 12,599 Birr per annum. However, 35.9% of the total income of urban households goes to food (and for Addis Ababa it was 33.4%). This is followed by expenses (17%) for rent, energy, water and construction materials.
What the left over amount (47.1%) is allotted for all other needs. Of which, the share for building a house is dismal so that it could not meet the required level of bulky capital for building. For the largest part of the population whose monthly income ranged from Birr 166 to Birr 1049 are not in a position to build a house through either borrowing from banks or saving from their income due to poor and transitory income sources, unless and other wise there have an extra injection by donation or other sources. Strengthening the above argument, the 70% and 82.5% of total households at both country level and urban level, respectively (Table 7) , spend more than their income, indicating that most of the households' demand for housing is curtailed by their limited affordability due to lower income. The demand for commercial buildings is directly affected by the macroeconomic instability has faced challenges from the galloping inflation and plummeted foreign currency reserve position, which turns out the private sectors' investments to be in traps, attributing to price escalation, resource constraints, weak effective demand, higher living costs, and market distortions.
Housing Affordability Analysis
Cost estimates to build a house vary according to the type and size of the buildings. By smoothing out the variability, the average project costs per meter square are presented from two sources. It is obvious that the Addis Ababa City Administration has attempted to mobilizing funds and building condominium houses at various sub city centers with estimated project cost/ M 2 of Birr 800, Birr 1200 and Birr 1500 for residential buildings made by mud, concrete block and Brick, respectively ( Table 9 ).
According to the project cost estimation, the most commonly concrete and brick houses would cost Birr 48,000 and Birr Tables 9 and 10 . Given the income and expenditure patterns of households, the amount of money that goes to housing expenditure should be determined in order to assess their housing affordability. According to the 1999 Household Survey Abstract, Ethiopian households save some 4% (Addis Ababa being 3.2%) of their total earnings. In rural Ethiopia, households save 3.6% of their total earnings, while the saving component for urban households is 5.2% of their total earnings. This indicates that the lower the level of household savings, the lower will be the level of investment for housing. Considering their disposal income, project costs and borrowing capacity, the capacity of urban households either to build or to purchase houses is below the required level of project cost for the intended buildings. For instance, at 8.5% interest rate and 50m 2 plot area, as estimated by Addis Ababa City Administration, only the higher income group with a minimum monthly income of Birr 1,500 can afford the building (made of HCB) cost of Birr 60,000 in 20 years loan period or a household whose minimum monthly income of Birr 2,500 can afford it for ten years. Even at the lower interest rate (4.5%) for buildings of the same plot land, the middle level income group with a minimum of Birr 1,049 and the higher income group with a minimum of Birr 1,500 can afford the project cost of the building for 20 years and 15 years, respectively.
According to the estimation made by second source, (considering marketing concept),for instance, only households whose income is above Birr 4,500 per month can afford building project cost of Birr 160,000, (60 m 2 ) at 8.5%
interest rate for twenty years and / or at 4.5% interest rate for fifteen years loan. So, the income holder of Birr 3,500 per month would also afford the same project cost of the building at 4.5% interest rate for 20 years loan period. In addition, such lower affordability level could be aggravated by the higher consumption for food (35%), of rent, energy and water (17%), and the lower level of saving (4%), while the maximum borrowing capacity is one-third of their income (33%).
Real Estate Finance
All commercial banks are engaged in providing credit to economic sectors, including real estate development at their distinct capacities. Including loan to central government, the total outstanding loan balance during 1994/95 was Birr 7.07 billion, which increased to Birr 39.6 billion in 2005/06, grew by nearly fivefold. Of which, they extended housing and construction loan of Birr 755 million and Birr 3.7 billion in 1994/95 and 2005/06, respectively (Table 13 ). Since the onset of a market oriented economy in 1991, investment activities by the private sector have been stimulated, while the government has made efforts to create conducive and encouraging investment climate. The government's investment on infrastructure development, such as power, telecom, roads, etc encourages the intensification of business activities. The presence of unexploited market and potential investment areas, entry barriers for foreign banks, booming in real-estate development, availability of advanced technology, stimulating competition, changing Diaspora's culture to invest home and the fact that Addis Ababa is a diplomatic centre and capital city of Africa are all front opportunities for booming in housing investment and pushing up its demand.
The country has faced some sort of threats hampering the onward movement of housing finance: the global economy turbulence on the one hand and the deteriorating ability to borrow and pay on the other. With the housing collapse lowering spending, USA, in effort toward off recession and help banks with fragile balance sheets, has been cutting interest rates since the fall of 2007. But this time, credit expansion is not flowing into housing construction, but rather into commodity speculation and foreign currency, resulting in stoking rather than a recovery. Prices have jumped to historic high and the dollar has depreciated to historic lows. This turbulence has been transferring into the world through to the extent that foreign banks hold bad US mortgages on their balance sheets by securities market in the globe. In this regard, (as when America sneezes, the rest of the world gets cold), the Ethiopian economy can be directly on and indirectly exposed to the shock through imported inflation in prices (mainly of construction material, food, petroleum, and depreciated dollar value, while most of foreign currency in Ethiopia pegged against US dollar). However, the effect of the global economic turbulence may not bring about a similar impact on Ethiopia as it does on other developed and developing countries. This is because the Ethiopian economy is characterized by a lesser openness, no financial market that disseminating the ongoing global disturbance, and the existence of gap between the demand for and the supply of houses.
In addition to these, the ongoing construction materials price escalation like cement, and metal sheet, shortage of domestic cement supply, uprising of general inflation, poor affordability of the household and deteriorating purchasing power of money, limited foreign currency position, marginalizing mass salaried and lower-middle income group from getting bank loans are the major threats for investors and commercial banks. The situations narrowed bankable society, particularly in credit, to the highest income groups and Diasporas. Even many of the capable investors are not yet confidently treated in granting long-term loan for housing development.
Construction and Real Estate Investments and Macroeconomics Instability
Until recently, inflation in Ethiopia has been low relative to other sub-Saharan African countries with historic level of 21% in 1991-1992, owing mainly to sever drought and political instability. Historically, inflation in Ethiopia was structural by nature; the rate of inflation has been low when the performance of the agricultural sector, the mainstay of the economy, is good. Generally, inflation was high during drought and famines periods and where there was war. However, the recent inflationary spiral has been unusual, in the sense that it has been steadily soaring and creeping up despite good harvest of agricultural produces. The statistical test for the association ship between expenditure on real estate and inflation rate can be captured by the coefficient of correlation. This indicates that the correlation between inflation rate and real estate investment is positive and accounted for around 70 percent at 5 percent level of significance. However, association ship between real estate investment and current account balance is negatively correlation and accounted for 83 percent at 5% level of significance. These two correlation coefficients reveal that the expenditure on real estate has been deteriorating the current account balance and aggravating the inflation rate at higher level, leading to macroeconomic instability. This is also confirmed graphically as follows. Even though all actors have been dedicative, the extent of housing developments are constrained mainly due to the existence of inefficient land provision, poor construction capacities and price escalation, while the demand for houses is stuck, primarily by deteriorating household's affordability. These situations are exacerbated due to relatively limited financial availability from commercial banks. In effect, these interlinked problems have been interacted each other, leading to vicious circle that reinforce and reduce the housing development in general and real estate development in particular. Together with, both global and domestic macroeconomic shocks, like relatively weak foreign currency position, could make the housing development (and its loan access) fluctuating with the pace of swinging economic performance.
Regarding the demand side, it is fairly strong and continuously growing overtime, one million houses are to be demanded, of which the 400,000 houses are highly desired along with the sever housing problems. This is due to the fact that almost all the factors that affect demand, such as population, urbanization and economic growth are positively affecting. Hence, the concerned bodies have to consider each of them and take the following suggestions in combination.
As can been seen in the discussion, almost the lower and middle income holders are not able to afford the astonishingly increasing project cost during the recent periods of inflation. So, lending to this group would not be recommendable and make them delinquents unless and otherwise they highly contribute more than the requested minimum level from side income and other sources, and when the banks may provide the loan below the market interest rate, or for prolonged loan period. Safely, the concerned bodies have to stare at the higher income group (households) and the Diaspora who are able to pay back the loan properly in the range of their borrowing capacities. The credit policy directive that limits the Banks' capacity for granting a long-term loan has placed imposition attitude on the facilitators from business/ market oriented discretion. So, the Banks' has to consider the prevailing situations and open a room for flexibility, synchronization with other banking products, various and widen options in lending housing loan.
The state owned bank, commercial bank of Ethiopia, has a plan of granting Birr 9.3 billion loan of condominium houses at seven cities in the country, intended to benefit the lower and middle income groups. Even though the fund secured for condominium house is relatively less risky (because it has been approved with the guarantee of the government), borrowers' capacities are not likely to afford the required payment so that the bank has to put close follow up on the issues.
Depending on the purpose, housing loan classifies in residential and commercial building which consists houses to rent for residence, office, supermarket etc, while depending on ownership, it categorized private building, real estate developer, public and foreign buildings. And, it can be classified as buildings in Addis Ababa and others on the basis of location (market oriented approach). Hence, risks also associated with each type are different, like their returns are various at the spot. To this end, as theoretical literature advices, the interest rate should be set according to the level of risks and returns on the projects.
In general, there is unmet demand for houses in Addis Ababa and diverging from the supply over time. The banks, therefore, should reconsider unaddressed market opportunities from both community development and business perspectives in the sphere of existing natural challenges However, this should not compromise the capacity of the banks in deposit mobilization and the state of its loanable fund magnitude, with a close follow up on the states of the economy that would generate risks:
The ongoing price escalation and its unpredictability affect project costs, borrowers' affordability, monthly loan repayment, building finishing time, and occupancy rate;
In the subsequent, it entails larger gestation and loan period that would urge the bank to extend additional loan, and to reschedule the loans frequently. And, during these periods, the fund availed to the borrowers will not be collected in intended time so that extended collection and longer periods could expose the bank to further liquidity problem and credit risk;
The bank has to consider the volatilities o f the economy in line with recurrent drought, imported inflation and the like. Because, variables that have direct and indirect influences on the private investments could disturb banking business.
Legality and sustainability of title deed and ownership of houses and leased land plots is not that clean as a result of corruption and rent seeking behavior which is likely to bring about potential risks to the financing institution.
